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Canada and U.S.: Northeast and Midwest 
395 de Maisonneuve Blvd. West 
Montréal, Qc, Canada H38A 1L6 
Tel.: (800) 267-2040 Fax: (800) 267-4050 


U.S.: Southeast, Southwest and West 
10 Peachtree Place, N.E. Atlanta, GA 30309 
Tel.: (866) 338-1402 Fax: (866) 338-1404 


Samples 1 800 6-Domtar 
In order to find the Domtar merchant 


nearest you, please consult our Web site 
at www.domtar.com 


Production: Communications and Government Relations Department, Domtar Inc: Photographer: Aventure Studio; 


Lumber 
Tel.: (614) 848-5010 


Norampac Inc. 
Tel.: (614) 282-2635 


We would like to thank all the Domtar employees who contributed to this annual report. 


Legal Deposit ISBN: 2-921911-15-9 


Customer inquiries and production notes 


FSC SW-COC-681 
FSC Trademark © 1996 
FSC Forest Stewardship Council A.C. 


Cover printed on FSC certified Domtar Luna silk, 
80 Ib. cover; pages 1 to 48 printed on FSC certified 
Domtar Luna silk, 100 Ib. text, page 49 and pages 
1 to 71 of financial section printed on FSC certified 
Domtar Plainfield britewhite, 70 Ib. text, smooth. At 
least 17.5% of the fiber used in the manufacturing 
process of Domtar Luna FSC and Domtar Plainfield 
FSC papers comes from well-managed forests 
independently certified by SmartWood according 
to the rules of the Forest Stewardship Council. 
Domtar Plainfield FSC also contains 20% recycled 
post-consumer waste paper. FSC Supplier 
SW-COC-681. This annual report was printed by 
the St. Joseph Print Group, Ottawa, SW-COC-789. 


Printed in Canada Design: www.nolin.ca 
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Shareholder 


and investor 
information 


2002 Annual Report 


Inquiries 


Shareholder and investor information & inquiries 


Annual meeting 

The Annual Meeting of Shareholders 

will be held at 1:30 p.m. on Thursday, 
May 1, 2003, at the Mount Royal Centre, 
Montréal, Qc, Canada. 


Annual information form 

The Annual Information Form may be 
obtained by writing to the Secretary of 
Domtar Inc. at the Head Office. 


Transfer agents and registrars 

For Common and Series “A” and “B” 
Preferred Shares and Debentures: 
Computershare Trust Company of Canada-— 
Halifax, NS; Montréal, QC; Toronto, ON; 
Calgary, AB; Vancouver, BC 


For common shares only: 
The Bank of New York, New York, N.Y., 
United States 


Domtar Inc. 

William L. George 

Vice-President 

Communications and 

Government Relations Department 
Tel.: (514) 848-5213 

Fax: (514) 848-6878 
www.domtar.com 


U.S. cash dividend plan 

Shareholders wishing to receive dividends in 
U.S. dollars may obtain detailed information 
by communicating with Computershare 


Trust Company of Canada at: 
(866) 245-4053 


Stock exchanges 

Common and Series “A” and “B” 
Preferred Shares are listed 

on the Toronto Stock Exchange. 
Common Shares are also listed 

on the New York Stock Exchange. 
Ticker Symbol: DTC 


Investor relations 
Christian Dubé 

Senior Vice-President and 
Chief Financial Officer 
Tel.: (514) 848-5511 


Jean-Sébastien Vanbrugghe 
Manager, Investor Relations 
Tel.: (514) 848-5469 

Fax: (514) 848-5638 
e-mail: ir@domtar.com 


Shareholder services 

Shareholders having inquiries concerning 
their shares or debentures, or wishing to 
obtain information about the Corporation 
should contact: 


Computershare Trust Company of Canada 
Shareholder Services 

1500 University Street 

Suite 700 

Montréal, Qc, Canada H3A 388 

Tel.: (866) 245-4053 


Head office 

Domtar House, 395 de Maisonneuve Blvd. W. 
Montréal, Qc, Canada H3A 1L6 

Tel.: (S14) 848-5400 
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The Nominating and 
Corporate Governance 
Committee 


The Environment 
and Health and 
Safety Committee 


The Pension Committee 


Statement of corporate governance 


The Nominating and Corporate Governance Committee is composed of five (5) 
directors, all of whom are outside unrelated directors. 


The mandate of the Committee is to: 


* recommend annually to the Board proposed candidates suitable for election or 
re-election to the Board; 


review and evaluate periodically the performance and contribution of each director 
and the effectiveness of the Board as a whole; 


review annually the compensation of the directors in their capacity as directors, and 
make recommendations to the Board in this respect; 


* review periodically the mandates and performance of the committees of the Board 
and review annually the membership and chairs of the committees, and make 
recommendations to the Board in this respect; 


* monitor the system of corporate governance of the Corporation; and 
¢ advise the Board and the committees of the Board on corporate governance issues. 


The Committee met three times in 2002. 


The Environment and Health and Safety Committee is composed of four (4) directors, 
three (3) of whom are outside unrelated directors, and one (1) of whom is an inside 
related director. The mandate of the Committee is to review the policy, management 
plans, programs, practices and performance of the Corporation in light of applicable 
environment and health and safety legislative requirements, assess the performance 
of the Corporation in these areas, and make recommendation to the Board. 


The Committee met twice in 2002. 


The Pension Committee is composed of five (5) directors, three (3) of whom are 
outside unrelated directors, one (1) is an inside related director and one (1) is an 
outside related director. 


The mandate of the Committee is to: 


+ approve the investment policy of the pension funds and the benchmarks used to 
measure the performance of the pension funds; 


¢ recommend annually to the Board, for its approval, the funding policy for the 
pension funds; 


+ approve the hiring of the external portfolio managers and their objectives, and 
evaluate the performance of the external and internal portfolio managers; 


* approve assumptions used in valuations of the pension funds and review reports 
therein; and 


* recommend to the Board, for its approval, amendments to the pension plans. 


The Committee met twice in 2002. 
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The Executive Committee 


The Audit Committee 


The Human Resources 
Committee 


The Board has established the following committees: 


The Executive Committee is composed of six (6) directors, five (5) of whom are outside 
unrelated directors, and one (1) of whom is an inside related director. Except as otherwise 
provided by law and by the administrative resolutions of the Corporation, this Committee 
may exercise all the powers of the Board of Directors. In practice, however, the Committee 
acts only with respect to specific matters delegated to it by the Board of Directors, the 
principal one being the review of projects of a strategic nature. Its approval level is limited 
to investments not exceeding $10 million. The Committee met three times in 2002. 


The Audit Committee is composed of five (5) directors, all of whom are outside 
unrelated directors. 


The mandate of the Committee is to: 


¢ review, prior to submission to the Board, all financial information and financial 
statements of the Corporation and the external auditors’ report thereon; 


review with the external and internal auditors of the Corporation the arrangements 
for and scope of each proposed audit of the accounting records and report to the 
Board any significant reservations the Committee may have or the external or 
internal auditors may have expressed with respect to such arrangements or scope; 


review periodically with the Corporation’s external and internal auditors their 
respective activities and the nature of their respective recommendations and report 
on same at least annually to the Board; 


evaluate the performance of the external auditors, review their fees, and make 
recommendations to the Board in this respect; 


evaluate annually the organization, independence and efficiency of the internal 
auditors; and 


review periodically the Code of Ethics of the Corporation, and its adherence by 
Management. 


The Committee met twelve times in 2002. 


The Human Resources Committee is composed of five (5) directors, all of whom are 
outside unrelated directors. 


The mandate of the Committee is to: 
* review the human resources policies of the Corporation; 


* approve the engagement and termination, and the promotion and compensation of the 
members of the Management Committee of the Corporation, and the engagement 
of all officers of the Corporation, except for the Chief Executive Officer and the 
Chief Operating Officer of the Corporation, in respect of whom the Committee makes 
recommendation to the Board; and 


* review annually, or as needed, the succession planning for the Chief Executive 
Officer and the Chief Operating Officer, the senior management of the Corporation 
and their direct reports. 


The Committee met three times in 2002. 
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The board should adopt a charter for the 
audit committee that sets out roles and 
responsibilities of the audit committee, 
which should be specifically defined so as 
to provide appropriate guidance to audit 
committee members as to their duties. 


The audit committee should have direct 
communication channels with the internal 
and external auditors to discuss and review 
specific issues as appropriate. 


The audit committee duties should include 
oversight responsibility for management 
reporting on internal control. While it is 
management’s responsibility to design and 
implement an effective system of internal 
control, it is the responsibility of the audit 
committee to ensure that management has 
done so. 


The board should implement a system to 
enable an individual director to engage an 
outside advisor, at Domtar’s expense, in 
appropriate circumstances. The engagement 
of the outside advisor should be subject to 
the approval of an appropriate committee 


of the board. 


Statement of corporate governance 


The mandate (charter) of the Audit Committee is specifically defined 
by Board resolution and is summarized below under the heading 
“The Audit Committee”. 


The Audit Committee mandate (charter) provides that the Committee 
will, at least quarterly, meet with the external auditors and the Director, 


Internal Audit, to discuss and review specific issues as appropriate. 


The Audit Committee, which has oversight responsibility for 
management reporting on internal controls and disclosure controls, 
requires that management implement and maintain appropriate 
internal control and disclosure control procedures. The Committee 
meets with the Director, Internal Audit, and corporate finance 
management to assess the adequacy and effectiveness of these systems 
of internal control. 


Subject to the approval of the Nominating and Corporate Governance 


Committee, directors may retain outside advisors at Domtar’s expense. 
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12. The board should implement structures 


13 


and procedures to ensure that it can 

function independently of management. 

An appropriate structure would be to 

(i) appoint a chair of the board who is not 

a member of management with responsibility 
to ensure that the board discharges its 
responsibilities, or, (ii) assign this responsi- 
bility to an outside director, sometimes 
referred to as the “lead director”. 


The chair or lead director should ensure 
that the board carries out its responsibilities 
effectively which will involve the board 
meeting on a regular basis without 
management present and may involve 
assigning responsibility for administering 
the board’s relationship to management 

to a committee of the board. 


The audit committee should be composed 
entirely of unrelated directors. 


All the members of the audit committee 
should be financially literate and at least one 
member should have accounting or related 
financial expertise. 


The board shall determine the definition of 
and criteria for “financial literacy” and 
“accounting or related financial expertise”. 


The position of Chairman of the Board, which is a non-management 
position, and the position of Chief Executive Officer are separate 

and distinct. Mr. Jacques Girard has held the position of Chairman 
of the Board since August 1996, and Mr. Raymond Royer has held 
the position of President and Chief Executive Officer since 

September 1996. In October 2000, the Board created the position 

of Vice-Chairman of the Board, which is a non-management position, 
and Mr. Gilles Blondeau was appointed to that position. 


At all meetings of the Board and committees of the Board, an 

opportunity is provided to meet without any representatives of 
management being present. During 2002, the Board and Board 
committees held, in the aggregate, five such in camera sessions 


without any representatives of management being present. 


The Chairman also serves as a liaison among the directors and 
between the Board and the CEO. 


The Audit Committee is composed entirely of unrelated directors. 


All members of the Audit Committee are financially literate and at 


least one member has accounting or related financial expertise. 


In considering criteria for determination of financial literacy, accounting 
or related financial expertise, the Board looks at the ability to read 
and understand a balance sheet, an income statement and a cash-flow 
statement, or the ability to analyze a full set of financial statements, 
including notes in accordance with Canadian GAAP. 
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10. 


11. 


Subject to Guideline 13, committees of 
the board should generally be composed 
of outside directors, a majority of whom 
are unrelated. 


The board should assume responsibility 
for, or assign to a committee of directors 
responsibility for, developing the approach 
to corporate governance issues. 


This committee would, among other 
things, be responsible for the response 
to the TSX guidelines. 


The board of directors, together with 

the CEO, should develop position 
descriptions for the board and for the CEO, 
including the definition of the limits to 
management’s responsibilities. 


The board should approve or develop the 
corporate objectives which the CEO is 
responsible for meeting and assess the CEO 
against these objectives. 


Statement of corporate governance 


The Audit Committee, the Nominating and Corporate Governance 
Committee, and the Human Resources Committee are composed 
entirely of outside and unrelated directors. 


The Nominating and Corporate Governance Committee has the general 
responsibility to monitor the system of corporate governance of the 
Corporation and to advise the Board on related issues. 


The Nominating and Corporate Governance and the Board of Directors 
have reviewed and approved Domtar’s response to the TSX guidelines. 


The Board approved the position description of the CEO. The by-laws 
of the Corporation and the administrative resolutions adopted by the 
Board specify the limits of authority of the CEO and management. 
Every year, the Corporation’s objectives and initiatives are reviewed by 
the Board as part of the annual budget process that form the priorities 
of management for the year. 


The Board approves the CEO’s objectives annually and evaluates his 
performance against these objectives. 
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Statement of corporate governance 


The board should implement a process, to 
be carried out by an appropriate committee, 
for assessing the effectiveness of the board, 
its committees and the contribution of 
individual directors. 


The corporation should provide an 
orientation and education program 
for new directors. 


The board should examine its size and 
undertake, where appropriate, a program 
to establish a board size that facilitates 
effective decision-making. 


The board of directors should review 
the adequacy and form of compensation 
of directors in light of the risks and 
responsibilities involved in being 

a director. 


A process for assessing the effectiveness of the Board, its committees, 
and the individual directors has always existed. The Chairman of 
the Board bears this responsibility along with the Nominating and 
Corporate Governance Committee (see also Guideline 4). 


Domtar provides the directors with an education program that focuses 
on the corporate governance system, including the roles, responsibilities 
and liabilities of directors and regular presentations on Domtar’s 
operations. New directors receive an orientation program that is part 
of the corporate governance system. From time to time, Board 


meetings are held at plant sites, and visits are organized for directors. 


The Board of Directors is of the view that its size and composition are 
well suited to the circumstances of the Corporation and allow for the 
efficient functioning of the Board of Directors as a decision-making body. 
In 2002, the number of directors was reduced from 16 to 13 directors. 


The Nominating and Corporate Governance Committee has the 
mandate to review annually the compensation of directors. In making 
recommendations to the Board for appropriate adjustments, the 
Committee considers the time commitment, risks and responsibilities 
of directors, as well as comparative data derived from surveys of 
board compensation at other companies prepared by an independent 
outside consultant. 


v) integrity of internal control and The Audit Committee requires management to implement and maintain 
management information systems. appropriate systems of internal control and disclosure control, and meets 
regularly with the Director, Internal Audit, the external auditors and 
with Domtar management to assess the adequacy and effectiveness of 
these systems (see also Guideline 13). As required by SOX, the CEO 
and CFO have provided certificates relating to the contents of the annual 
statutory reports and have evaluated and reported on the effectiveness 


of Domtar’s internal controls and disclosure controls and procedures. 


2. A majority of directors should be “unrelated” The Board of Directors is of the view that its directors are unrelated 
(independent of management and free from 
any business or other relationship which 
could, or could reasonably be perceived to, 
materially interfere with the director’s ability basis, and Mr. Raymond Royer, President and Chief Executive Officer 
to act with a view to the best interests of 
the corporation). 


directors, except for Mr. Claude Fontaine, who is a senior partner of 


a law firm that provides legal services to the Corporation on a regular 


of the Corporation. 


3. The board has responsibility for applying Based on its analysis and information provided by the directors as 
the definition of “unrelated director” to each 
individual director and for disclosing annually 
the analysis of the application of the principles 
supporting this definition and whether the Shareholders’ Meeting are “related” to Domtar (see Guideline 2). 
board has a majority of unrelated directors. 


to their circumstances, the Board has determined that two of the 
persons proposed for election to the Board at this year’s Annual 


4. The board should appoint a committee of The Nominating and Corporate Governance Committee is composed 
directors composed exclusively of outside 


eee exclusively of non-management directors, all of whom are “unrelated” 
directors, a majority of whom are unrelated 


directors, with responsibility for proposing to Domtar. The Committee has the mandate to recommend candidates 


new nominees to the board and for assessing for the Board and its committees and to review and evaluate the 


directors on an ongoing basis. performance and contribution of all directors. 
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iv) communication policy; 


The Board reviews and approves the contents of major disclosure 
documents, including the Annual Information Form, Management’s 
Discussion and Analysis, press releases in connection with quarterly 
and annual financial results, and the Management Proxy Circular. 

The Board has approved the Disclosure Policy, which addresses how 
Domtar interacts with analysts and the public and contains measures 
to avoid selective disclosure. The Corporation has also a Code of Ethics 
that contains all its principal policies. 

In this regard: 


¢ procedures are in place to provide timely information to investors 


and potential investors and to respond to investor inquiries and 
concerns; 

an investor relations service is maintained with the responsibility 

to maintain communications with the investing public in accordance 
with Domtar’s policies and procedures and legal disclosure 
requirements; 

the CEO, CFO and other senior executives meet periodically with 
financial analysts and institutional investors; 

investor relations staff is also available to shareholders by telephone 
and fax, and Domtar maintains a comprehensive investor relations 
Web site at www.domtar.com; 

quarterly earnings conference calls are broadcast live over the Internet, 
and are accessible on a live and recorded basis. Presentations at 


investor conferences are promptly made available on the Internet. 
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i) adoption of a strategic planning process and 
approval of a strategic plan that takes into 
account, among other things, the opportunities 
and risks of the business; 


ii) identification of the principal risks of the 
corporation’s business and ensuring 
implementation of appropriate systems to 


manage those risks; 


iii) succession planning, including appointing, 


training and monitoring senior management; 


Statement of corporate governance 


The Board approves Domtar’s strategic direction that takes into account, 
among other things, the opportunities and risks of the business. In 
addition, at the time of annual budget, the key assumptions underlying 
the strategic plan and the business factors/risks are reviewed and 
updated. Through the strategic planning process and the annual budget 
exercise, the Corporation has the mechanisms to identify the principal 


risks that could affect its business and to implement risk-managing systems. 


The Board has established committees to implement and monitor 
systems put in place to assess these risks. For instance, the Executive 
Committee reviews projects of a strategic nature prior to the 
submission to the Board; the Audit Committee reviews and monitors 
internal controls and disclosure controls; the Environment and Health 
and Safety Committee monitors the operations of the environmental 
and occupational health and safety management systems. The CEO, 
the CFO and the heads of the operating groups report quarterly to 
the Board. Mill visits are regularly conducted by the Board members. 


The mandate of the Human Resources Committee includes the review 
of succession planning for members of the Management Committee on 
an annual basis. The CEO reviews annually with the Human Resources 
Committee and the Board his assessment of his direct reports, who 
constitute the Management Committee, and the succession plan for 
these positions. A performance management evaluation program is in 
place to assist in identifying high potential employees. 
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Statement of corporate governance 


Companies listed on the Toronto Stock Exchange (“TSX”) have to disclose, on an annual basis, their approach to 
corporate governance and the conformity of their practices with the Guidelines for Improved Corporate Governance 
(“Guidelines”) issued by the TSX. These guidelines deal, among other things, with the responsibilities of directors, 
the constitution of the Board and committees of the Board, and Board practices. 


Domtar’s corporate governance system, adopted by the Board of Directors since 1997, is compared with the Toronto 
Stock Exchange (“TSX”) Guidelines for Improved Corporate Governance, including amendments published in the 
spring of 2002 and not yet formally implemented as of February 27, 2003. In December 2002, the TSX circulated a 
further set of proposed, amended guidelines. The Board will review Domtar’s corporate governance practices when 
these amended guidelines are finalized. 


The Board has been reviewing its corporate governance practices in response to the United States Sarbanex-Oxley Act 
of 2002 (“SOX”), as well as the New York Stock Exchange corporate governance rule proposals (“NYSE Proposals”). 
The U.S. Securities and Exchange Commission (“SEC”) is in the process of issuing rules and regulations to give effect to 
the provisions of SOX, and it is currently considering approval of the NYSE Proposals. Domtar’s intention is to comply 
with SOX and the NYSE Proposals and, as they come into effect, the Board will review its governance procedures. 


This Statement also contains summaries of the mandates of the committees of the Board. 


1. The board should explicitly assume According to the Canada Business Corporations Act, the Corporation’s 
responsibility for stewardship of 


governing statute, the business and affairs of the Corporation are 
the corporation 


managed under the supervision of its Board of Directors. The Board 
approves the management philosophy, assesses management’s execution 
and reviews the results obtained. Its duties include, among others, 
approval of strategic plans, review of corporate risks identified by 
management and the Corporations’s practices and policies for dealing 
with these risks, management succession planning, and assessment 

of the integrity of the Corporation’s internal and disclosure controls 


and information systems. 


and specifically for: 
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Gilles Blondeau 

Montréal 

Vice-Chairman of the Board 

of Domtar Inc. 

Chairman of the Board 

and Chief Executive 

Officer of Optimum Group Inc. 


Paul-Henri Couture 

Montréal 

Vice-President of Capital d’ Amérique 
CDPQ Inc., a wholly owned 
subsidiary of Caisse de dépot 

et placement du Québec 


Claude Fontaine 
Montréal 
Senior Partner of Ogilvy Renault 


Louis P. Gignac 

Montréal 

President and Chief Executive 
Officer of Cambior Inc. 


Executive Audit 

G. Blondeau L. P. Gignac” 
P.-H. Couture C. R. Lamoureux 
J. Girard* Jalaunent 

C. R. Lamoureux B. M. Levitt 

A. VEcuyer L. Paquin 

R. Royer 


* Chairman of the Committee 


Board of Directors and Committees (As at February 28, 2003) 


Jacques Girard 

Montréal 

Chairman of the Board of Domtar Inc. 
President and Chief Executive 

Officer of Montréal International 


Claude R. Lamoureux 

Toronto 

President and Chief Executive Officer 

of the Ontario Teachers’ Pension Plan Board 


Jacques Laurent 
Montréal 
Chairman of the Board of Hydro-Québec 


André L’Ecuyer 

Québec 

President and Chief Operating 
Officer of SGF Rexfor Inc., a wholly 
owned subsidiary of Société générale 
de financement du Québec 


Brian M. Levitt 
Montréal 

Co-Chair and Partner of 
Osler, Hoskin & Harcourt 


Human Nominating 

Resources and Corporate 
Governance 

G. Blondeau G. Blondeau 

P.-H. Couture J. Girard” 

J. Girard” C. R. Lamoureux 

A. LEcuyer J. Laurent 

B. M. Levitt E. J. Waters 


Louiselle Paquin 

Montréal 

Senior Vice-President, Finance 
of SITQ Immobilier, a group 
of subsidiaries of Caisse de 
dépét et placement du Québec 


Louise Roy 
Montréal 
Corporate Director 


Raymond Royer 
Montréal 

President and Chief Executive 
Officer of Domtar Inc. 


Edward J. Waters 

Darien, Connecticut 

Chairman and President and Chief 
Executive Officer of Cape & Islands 
Investment Company Ltd. 


Environment Pension 
and Health 
and Safety 
J. Laurent C. Fontaine 
A. VEcuyer* J. Girard 
L. Roy C. R. Lamoureux" 
R. Royer R. Royer 
E. J. Waters 


And your Board 
of Directors? 
Present! 


— Jacques Girard 
Chairman of the Board 
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Paper Merchants, some 
150 independant paper 
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350 locations throughout 


North America, carry 


Domtar papers. 
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Improve our 
productivity 


Achieve US$65 million in 
acquisition-related synergies 


Improve profitability by $100 million 
by the end of 2003 


Continue 
our good 
citizenship 


Maintain 
our financial 
return edge 
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Ongoing. And always 
will be. If we don’t, our 
competitors will 


Exceeded. Annualized 
run-rate reached 
US$80 million at 

end of 2002 


On-track 


Ongoing. And always 
will be. It’s the only way 
to ensure that our 
business is sustainable 


Ongoing. And always 

will be. Domtar is 

now one of the best 
performing paper 
companies in North 
America. We now strive 
to be one of the best 
performing companies in 
the Basic Materials sector 


Meeting our commitments 


ees ee ee se es. eee 


Implemented best practices 

Reviewed capabilities of all paper machines 
Qualified paper machines for new grades to 
ensure greater flexibility 

Introduced integrated planning of production 
Discontinued certain products 

Re-allocated manufacturing of paper grades 
Permanently closed three paper machines 


Improved inventory turnover and reduced 
working capital 


Combined timber and lumber operations into 
a single group 
Closed two facilities within the Wood segment 


Participated in the development of Forest 
Stewardship Council standards for the 
Canadian boreal forest 


Donated property with ancestral burial ground 
to Maine’s Passamaquoddy tribe 


Obtained Sustainable Forest Initiative 
certification for wood procurement practices at 
U.S. mills 


Obtained ISO 14001 certification at Woodland mill 


Launched new line of Forest Stewardship 
Council certified papers 


Increased operating margin 

Delivered higher than industry average return 
on equity 

Limited capital expenditures to 56% of annual 
amortization 

Generated significant free cash flow 


Reduced net debt to less than 50% of 
total capitalization 


Maintained investment grade credit rating 
Outperformed all major stock indices 


Included for fourth consecutive year in the 
Dow Jones Sustainability Group Index 


Fully implement integrated production 
planning process in order to better 
respond to customer needs 


Deploy single Enterprise Resource 
Planning IT system in the Papers segment 


Continue to improve quality and reduce 
waste by tapping into knowledge and 
commitment of employees through Kaizen 
continuous improvement workshops 


Continue forest certification efforts 
Further use less fiber to manufacture lumber 
Improve energy efficiency of paper mills 


Develop, according to customer demand, 
additional Forest Stewardship Council 
certified products 


Complete ISO 14001 certification of all pulp 
and paper mills 


Continue to limit capital expenditures to 
75% of annual amortization 

Reduce net debt to below 45% of total 
capitalization 

Continue to seek for acquisitions, joint 

ventures and other opportunities that 


respond to customer needs and create 
value for shareholders 
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°¢\\/here do we stand on our five 
objectives announced in 2001?” 


Where do we stand? What did we do in 2002? What next? 
Enhance Ongoing. And always Revised brand strategy and names of products Migrate four IT customer service applications 
will be, given our Simplified paper offering onto a single platform in order to service 
custo! ner customer focus Reduced stock keeping units customers more quickly and efficiently 
Redesign packaging of papers to 
loyalt y Deve es Au few Roun strengthen brand recognition and ensure 


Launched a single 1-800 number to service 


better product identification and protection 
customers for all paper products 


Develop some 20 new products 


Double Partially done. And we Integrated four mills acquired in 2001 Continue to seek acquisitions, joint 
° will continue increasing Optimized Ris Paper, our U.S.-based paper ventures and other opportunities that 
Our SIZE our critical mass merchant acquired in 2000 respond to customer needs and create 


value for shareholders 
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What. And for whom. 

We manufacture, market and sell lumber 
and value-added lumber. In addition 

to making dimensional lumber and studs, 
we manufacture lumber graded according 
to recognized standards, such as Premium, 
J grade and MSR. Through a joint venture 
called Anthony-Domtar, a partnership we 
created with Anthony Forest Products 

of Arkansas, we manufacture a unique 
engineered wood product: Power JolIst™. 
Our lumber products are used mostly 

in the building or remodeling of homes 
and other structures. End-users purchase 
our products either at home improvement 
centers or through wholesalers and 
distributors. Slightly more than half 

of our production is sold in the Eastern 


Our transformed company — corporate overview 


United States, while the remainder is 
sold in Eastern Canada. 


How much. How and where. 
We are able to make up to 1.2 billion 
board feet of lumber every year. Our 
eleven sawmills, one re-manufacturing 
facility and one planer mill are located 
in the provinces of Ontario and Québec. 
All our sawmills are certified according 
to ISO 9002 standards. We have a 
partnership with the Cree First Nation 
of Waswanipi, owning a 45% interest 
in the Nabakatuk sawmill in Québec. 
Power JoIst™ is made at a facility 
in Sault Ste. Marie, Ontario. 

We directly manage more than 22 million 
acres of forestland, so we can supply our 
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mills with the fiber they need. Forest 
operations are located in the provinces 
of Ontario and Québec, and in the states 
of Maine and New York. In order to 
ensure sustainability, forest management 
practices on these lands are certified 
according to ISO 14001 or Forest 
Stewardship Council standards, which 
require regular independent third-party 
verification of practices and processes. 
Domtar posts its forest management 
plans on a corporate website for public 
viewing and comment. 

Approximately 2,500 employees work 
in or support our activities in the forest 
and at our sawmills. 


Sg]es Jou 
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What. And for whom. 

Norampac inc., our joint venture with Cascades inc., is the largest containerboard producer in Canada and the seventh 
largest in North America. Created in 1997, Norampac is also a major Canadian manufacturer of corrugated products. 
We like to say that Norampac is not a provider of boxes, but a provider of packaging solutions. Norampac can 
produce plain boxes as well as complicated packaging systems including design and structural analysis. The food and 


3 


beverage industry is by far the largest segment of Norampac’s customer base, followed by industrial manufacturers of 
durable and non-durable goods. Norampac also offers a recycling program that covers everything from paper to box 
production. The company prides itself on its ability to deliver high-quality products that meet all manner of customer needs. 


How much. How and where. 

Domtar owns 50% of Norampac, but does not manage this business day-to-day. Our joint venture consists of eight 
corrugated mills and twenty-five corrugated product mills in Canada, the United States, Mexico and France. Norampac’s 
annual production capacity exceeds 1.6 million tons. More than 4,700 employees work for Norampac. 
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Our transformed company — corporate overview 


What. And for whom. 


Domtar owns paper merchants in North America: Buntin Reid, JBR/La Maison 

du Papier and The Paper House in Canada, and Ris Paper in the United States. Our 
merchants buy, warehouse, market, sell and deliver our business and commercial 
printing and publication papers. In addition to Domtar products, they offer customers 
papers from other manufacturers, graphic arts supplies, and certain industrial products. 
Our merchants supply to a diverse range of customers, primarily corporate offices 
and commercial printers, large and small. 


How much. How and where. 

Approximately 30% of all papers sold by our merchants throughout North America 
are Domtar products. Our Canadian paper merchant has eight branches in Eastern 
Canada, while our American merchant serves a large client base from twenty locations 
in the Northeast, Midwest and Mid-Atlantic regions of the United States. Approximately 
1,000 employees are involved in this business. 


* Excluding sales of Domtar papers. 
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¢¢We should have puta 
picture here... but what for? 


Our paper 
your hands. 


a9 


is already in 


(In fact, this annual report is printed on two of our well-known papers.) 


What. And for whom. 
We make three categories of papers: business, commercial 
printing and publication, and technical and specialty. 
Business papers are for copiers, color copiers, inkjet 
printers, and laser printers. We also make papers for 
conversion into forms, envelopes and repositionable 
note pads. They are principally for home or office use. 
They reach our end-users either through retail outlets, 
office equipment manufacturers or paper merchants 
and represent about 36% of our annual production. 
Commercial printing and publication papers are 
generally used for stationery, pamphlets, brochures, 
annual reports, books, catalogues and magazines. 
They may be coated or uncoated to provide different 
finishes. These papers are sold to commercial printers 
and publishers through paper merchants or directly. 
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Design papers, a sub-group of this category, are primarily 
utilized for special brochures and annual reports. Each 
paper has distinct features: color, brightness, texture, etc. 
Targeted towards graphic artists in design and advertising 
agencies, they are sold to commercial printers by paper 
merchants. This category represents approximately 

50% of our annual production. 

Technical and specialty papers are for such unique 
applications as food and candy wrappings, surgical 
gowns and wallpapers among others. They are often 
created in. partnership with product manufacturers 
and sold to them directly. These represent about 14% 
of our annual production. 


How much. How and where. 
Domtar can manufacture some 2.8 million tons of 


Our transformed company — corporate overview 


paper each year. We have eleven pulp and paper mills: 
six in Canada and five in the United States. All our mills, 
except Vancouver, are certified ISO 9001 or 9002. All 
our mills will be certified ISO 14001 by the end of 2003. 
In addition to making all the pulp necessary to supply 
all our mills, we sell pulp to third parties. 

Our main sales offices are in Atlanta, Chicago, 
Cincinnati, Dallas, Montréal, New York, Ottawa, Toronto, 
Los Angeles, Vancouver and Port Huron. We have three 
customer service call centers located in Atlanta, Montréal 
and Ottawa. In addition to the Domtar Paper Merchants, 
some 150 independent paper merchants, in more than 
350 locations throughout North America, carry Domtar 
papers. Approximately 8,300 employees are involved 
in the making, marketing and selling of our papers. 


* Including sales of Domtar papers through our own Paper Merchants Group. 
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Members of the Management Committee 


From left to right: 


C. Lance Skerratt 
Senior Vice-President 
Paper Merchants Group 


Richard Garneau 
Senior Vice-President 
Forest Products Group 


Gilles Pharand 

Senior Vice-President 
Corporate Affairs, 
General Counsel and Secretary 
Christian Dubé 

Senior Vice-President and 
Chief Financial Officer 
Roland Gagnon 

Senior Vice-President 
Canadian Pulp and Paper 
Manufacturing Group 


Raymond Royer 


President and Chief Executive Officer 


Claude Belley 

Senior Vice-President 
Human Resources and 
Organizational Development 


George Kobrynsky 

Senior Vice-President 

Pulp and Paper Sales, Marketing 
and Customer Relations Group 


Roger H. Brear 
Senior Vice-President 
U.S. Pulp and Paper 
Manufacturing Group 


A z “It’s been a difficult year in the Wood segment, with 27% duties on our softwood lumber exports to the U.S. plus low pricing. 
Jézabel Cloutier Consequently, we embarked on cost reduction initiatives. Our reorganization of the way we source fiber, notably for our 


Nairn Centre, Val d’Or and Lebel-sur-Quévillon sawmills, resulted in significant cost savings. We also introduced a new 
Enterprise Resource Planning system and added new sawing equipment, improving our response to customer needs and 
enabling us to manufacture more high quality lumber with much less waste.” 


Finance Manager 
Forest Products Group 
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Debbie Feck “A better customer base and new paper grades without a doubt helped Woodland return to profitability. But no turnaround 
would have occurred had it not been for our ability to lower costs by US$12 million. As you can imagine, we reviewed everything 
we did. We ran ten Kaizens with 100 employees. We found savings and implemented improvements in both procurement and 


manufacturing. Sure, we’re proud of what we achieved, but we’re even more proud to be part of a company that empowers 
its employees and its mills with such faith.” 


General Manager 
Woodland Mill, Maine 


; “I’ve been with the Ashdown Mill for three years. We used different initiatives to improve quality in the past, but none proved 
Madison & Brown as effective or more rewarding than Domtar’s Kaizen Continuous Improvement Workshops. Since | became Kaizen Coordinator, 


we’ve run over twelve workshops involving some 150 employees. We’ve addressed important operational issues with repeated 
success, such as reducing natural gas consumption in our power area by more than 20% and reducing waste on our converting 
sheeters by 1.5%, and we achieved each of these results without hiring a single consultant. Undoubtedly, the crowning 
achievement has been the involvement of our employees to implement their ideas and expertise. Their efforts in Kaizen have 
saved our mill US$1.7 million since the inception of the program in March 2002, and it continues to grow.” 


Manager, Training and Organization 
Development and Kaizen Coordinator 
Ashdown Mill, Arkansas 
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Steve Abbott “Being bought usually means being conquered, but that’s not the Domtar way. Right after the acquisition, a working group and 
26 sub-groups, with equal representation from both existing and new mills, were created. The task was to identify best practices 
Manager, Power and Recovery throughout our new company. | headed up an energy sub-group. We worked fast, well, left no stone unturned and met with 
Nekoosa and P ort Edwards almost immediate success. Amazingly, we found that we could save over US$1 million each year by sharing our knowledge on how 
Mills, Wisconsin to run our equipment in a more energy-efficient way, like running boilers with lower excess oxygen and applying that method 
at each mill. As a bonus, we fostered an instant network of colleagues that has been growing ever since. Time and time again 
we proved over that period that small things do make a difference. But more importantly, we proved that everybody counts”. 
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N { ark Conti “Range and depth in a product offering is a real plus, but according to our customers, simplicity is supreme. So, given our 
responsiveness, we reviewed every line and product. The end result is one brand, three lines of papers, 26 sub-brands rather 


than 54, plus some 40% fewer Stock Keeping Units (SKUs). It’s a simplified offering, and, combined with our just-in-time 


deliveries, it translates into easier ordering and less inventory for our customers. Yet, it allows them, more than ever before, 
to tackle any task.” 


Group Product Manager — 


Coated Papers, 

Pulp and Paper Sales, 
Marketing and Customer 
Relations Group 
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¢¢})omtar needs to 
keep on growing”? 
fF 


/ 
/ 


Despite having almost tripled our size since 1997, Domtar still remains a medium-sized player with a market capital- 
ization of just over $3.5 billion. To attract investor interest, Domtar needs to keep on growing. Of course, such growth 
would have to follow the principles established in 1997. We have to achieve our objective of delivering at least a 
15% return on equity when prices are at trend, and maintain a strong balance sheet, with a debt-to-capitalization ratio 
that under normal circumstances should be lower than 45%. As in the past, any future acquisitions will be judged on 
whether they increase Domtar’s customer appeal, whether they are in line with Domtar’s expertise and know-how, 
and whether they increase shareholder value from day one. 


In closing, we wish to thank the members of the Board of Directors, which plays an active role in the governance 
and in ensuring transparency in the management of our Company. Directors review the information provided to them 
to properly assess decisions that impact on the future of Domtar and our ability to provide shareholders with superior 
returns. Members of the Board of Directors and the Management Committee work together, while respecting each 
other’s roles and responsibilities. We are grateful for their constructive contribution. Without a doubt, their expertise 
and advice have been crucial to our growth. 


We cannot close this letter without expressing our deep gratitude to Domtar’s three pillars: our customers, for their 
loyal support, our employees, for their creativity, commitment and professionalism in helping Domtar earn a preferred 
status in the new basic materials index, and you, our shareholders, for your continued confidence. 


Aaypnabye ne sons 


Raymond Royer Jacques Girard 
President and Chief Executive Officer Chairman of the Board 
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We are also pleased that Domtar stock has been included in the Dow Jones Sustainability Group Index for the fourth 
consecutive year. Domtar is now the only North American pulp and paper company retained in this index. 


Finally, credit rating agencies recognized Domtar’s ability to meet its debt reduction targets, and issued opinion 
updates during 2002 on our investment grade status with a stable outlook. 


¢¢We are aiming to be one of 
the most attractive investments 
in the basic materials sectors ?? 


What’s next for Domtar? 


While our current industry environment is beset with challenges beyond our control—the increase in energy costs and 
the fluctuation of the US dollar, to name just two—we remain confident that our financial rigor and approach will 
help us mitigate these risks. Our strategy applied rigorously since 1997 has worked to make Domtar one of North 
America’s largest and best performing paper manufacturers. And while this is a great start, it is just the beginning. 
We are aiming to be one of the most attractive investments in the Canadian and American basic materials sectors. 


We have already begun benchmarking our performance against a select group of companies, which we consider the best. 
Several key indicators suggest we are on the right track. Our return on equity over the past three years, for example, 
has been higher than the basic materials average. Similarly, our ability to generate free cash flow per common share 

compares very favorably with the best in the sector. 
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The above two examples show how\Domtar employees met the year’s challenges head on and prevailed. As a result, 
we are proud to report that all our paper mills recorded profits in 2002. 


While it represents just 8% of total sales, oti Wood segment remains an important challenge. The imposition of 
countervailing and antidumping duties on Canadian softwood lumber exported to the U.S. has had an impact on market 
conditions. Some Canadian producers responded with significant increases in production in an attempt to reduce unit 
costs. As supply far outstripped demand, prices dropped in 2002 as much as 25% below trend prices for a business 
cycle. To alleviate the impact of this difficult environment, which is likely to continue for several more quarters, 

we created a new Forest Products Group combining both timber and lumber operations. We also launched an additional 
cost-cutting initiative, and temporarily closed certain mills. Following extensive market analyses, we also shut down 
two unprofitable operations, in Daveluyville, Québec and Sault Ste. Marie, Ontario. We will continue to make every 
effort to find lasting solutions for the Wood segment, which, undéx normal market conditions, should generate profits. 


We faced difficult challenges in the Papers and Wood segments last year that made it necessary to let some personnel go. 
In keeping with Domtar values, every employee affected by the closures was treated with respect and dignity. For those 
who wished to stay, we made every effort to re-locate them within the Domtar organization. Others received financial 
assistance and professional services to help them find other employment. Since so much of our success is a direct 
result of employee dedication and loyalty, we believe shareholders will fully support these actions. Our aim was to 
strike the right balance between taking necessary decisions to improve our financial performance and reassuring 
employees that Domtar will always treat them fairly. 


Markets appreciate our performance 


We are satisfied with the fact that our stock largely held its value throughout 2002, given that leading indicators suffered 
important declines. The Dow Jones, for example, fell 17%, while the Standard & Poor’s 500 Index (S&P) dropped a 
full 23%. The S&P sub-index of U.S. pulp and paper companies dropped an average of 19%, with the S&P Index of 
basic materials companies falling 8%. Domtar’s performance in this environment leads us to believe that the market 
supports our actions, especially our decision to apply a major portion of our free cash flow to paying down debt. 
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In effect, over the past five years, Domtar has experienced a steady decline in demand for text, writing and cover 
papers, which are used mainly by graphic designers. In response to this trend, we decided to examine the long-term 
viability of a mill in St. Catharines, Ontario, and a paper machine at the Nekoosa mill in Wisconsin. In spite of 
employee efforts to improve efficiency, the facts were clear. Domtar faced low demand for products made on three 
high-cost machines that were difficult to adapt. We therefore decided to permanently shut down this capacity, which 
reduced our pool of machines to 28. Many products manufactured on these machines were discontinued, while others 
were transferred to more cost-effective machines, notably at our Nekoosa and Port Edwards mills in Wisconsin. 
This decision, the more difficult because it involved laying-off employees, enabled us to stem a decade of losses in 
St. Catharines, and also optimized our two Wisconsin mills. 


Increasing Asian competition, attracted to North America by a strong US dollar, urged us to review our activities at 
our Vancouver mill as well. We decided to dedicate production at this mill to the manufacturing of our coated sheet, 
Domtar Luna. The Woodland pulp and paper mill in Maine, acquired in 2001, also posed a major challenge having 
turned in only two profitable years in the past ten. However, the introduction of our Kaizen continuous improvement 
programs and the remarkable efforts of our Woodland employees returned the mill to profitability, despite a difficult 
pricing environment. 
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“Domtar. A di 


rent feel” 


As part of our effort te anticipate the needs of our customers and offer them innovative and long-lasting competitive 
advantages, we reviewedour entire approach to sales and marketing. The result is a new strategy that showcases the 
Domtar brand rather than Specific products, and underscores our promise to “out-service” the competition. It introduces 
a new corporate tagline—“Demtar. A different feel”. 


The decision to master brand Domtar’s offering and elevate service to the same prominence as product, clearly 
differentiates Domtar in the marketplace. At the same time, it should allow us to more easily integrate products 
resulting from future acquisitions. Response to the Company’s repositioning and product streamlining has been 
outstanding, with positive reactions from customers and in particular paper merchants. They appreciate our efforts 

to simplify our product offering, which facilitates, in turn, ordering and inventory management. 


Committed to continuous improvement 


During 2002, we were able to demonstrate once 
of acquisitions. 


ain the level of professionalism and discipline in the integration 


Indeed, all of us at Domtar respect the knowledge and experience of our employees within any newly acquired business, 
and we know enough to resist the temptation of imposing our own ideas and ways. Instead, each time we complete 
an acquisition we set-up working groups for each operational area. Their mandate is to identify best practices and 
implement them throughout the Company in order to improve our efficiency as well as the quality of our products 
and services. 


This approach once again proved highly effective in 2002, during the integration of the four mills acquired in 2001. 
Our goal at the time was to achieve US$65 million in acquisition-related synergies. With unprecedented commitment 
from our employees, we exceeded our target. In fact, our annualized run-rate at the end of 2002 reached US$80 million, 
which was translated into permanent improvements to our cost structure. In addition to these synergies, we continued 
our quality and profitability improvement program. At the beginning of 2002, our stated goal was to reduce costs 
and improve margins by a further $100 million by the end of 2003. Year-end results show that we are in line with 
our objective. 


Our pursuit of excellence encourages us to thoroughly analyze trends and evaluate opportunities. It also requires us, 
in some cases, to make difficult but necessary decisions such as the permanent closure of facilities. We also conducted 
a detailed study of the capabilities of all our 31 paper machines so we could qualify them for different categories of 
paper and re-shuffle grades according to market conditions. 
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CC All of us at Domtar respect 

the knowledge and experience 
of our employees within any 
newly acquired business 


Letter to shareholders 


‘CAs part of our effort to anticipate 
the needs of our customers 
we reviewed our entire approach 
to sales and marketing”? 


Since 1997, we have adopted a new policy that limits capital expenditures to Our annual amortization. Before we 
commit to any such expenditure, projects must pass several key tests to demonstrate that they will create value. 
Not surprisingly, our employees rose to the occasion, taking on more tasks With less capital. Stimulated by the 
challenge of finding creative ways to meet our quality and productivity targets, our employees helped us generate 
cash flows that compare favorably with those reported by others in the paper and forest products industry, as well 
as those included in the basic materials index. As a result, and despite the difficult economic environment, our free 


cash flow in 2002 reached $454 million or $2 per common share. 


DD 
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¢¢Fven more noteworthy is the 
increase In Our Operating margin? 


Solid performance in 2002 


Domtar benefited from a full twelve months of sales from the four acquired U.S. mills, compared to five months 
in 2001, which increased our net sales by 25%/o $5.5 billion, even though our product prices were 4% lower 
than in 2001 and 7% lower than trend prices for a business cycle. 


Our net earnings before mill closure costs stood at $183 million, generating a 7% return on equity or 6% after mill 
closure costs. This performance exceéds the industry average return. 


Even more noteworthy is the increase in our operating margin, which rose to 8.1% (before mill closure costs), 
compared to 7.1% in 2001, despite the low pricing environment. This improvement, combined with a disciplined 
approach to capital expenditures—only 56% of amortization in 2002, or well below our 75% target—helped us 
meet another key commitment, which is debt reduction. 


Our debt ratio was a matter of concern upon completing the acquisition of the four U.S. mills. As such, we 
had undertaken to reduce our net debt-to-total-capitalization ratio to 50% or below by the end of 2002 and, on 
December 31, this ratio stood at 49%. This accomplishment highlights our disciplined approach towards capital 
expenditures and cash flow, given that the ratio was 65% at the time we acquired the four U.S. mills. 
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¢¢ This has indeed 


been a pivotal year 
for Domtar? 


Dear fellow shareholders, 


We take great pride in presenting our accomplishments for 2002, confident that once you have read this report, you 
will agree that this has indeed been a pivotal year for Domtar. We had to prove to the three pillars of our Company— 
our employees, our customers, and our shareholders—that the new Domtar, strengthened by the acquisition of 
four U.S. mills in August 2001, responded to their respective interests and expectations. 


Indeed, we had to show our new employees in the U.S. that the management philosophy we described during the 
acquisition is the same we put into action in our mills. We had to show our customers that the design and manufacturing 
synergies gained through our acquisition would provide them with a lasting competitive advantage. And we had to 
show our shareholders that we had fulfilled our promises to them in terms of synergies, cost improvements and debt 
reduction. We also wanted to prove that Domtar could occupy a privileged position in the basic materials index. 


As a reminder, we announced in 1997 a three-pronged strategy to enable us to become one of the most profitable 
paper companies in North America. The plan has three main elements: understand and meet the needs of our 
customers, continuously improve the productivity of our mills and the quality of our products and services, and 
increase Our activities in our area of expertise. This strategy has resulted in our becoming the largest Canadian 
paper company in terms of sales and the third-largest manufacturer of uncoated freesheet in North America. 


This report summarizes our accomplishments in 2002 and outlines our short- and medium-term plans for the 
new Domtar. 
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Highlights 2002 2002 2001 2000 1999 1998 


(In millions of Canadian dollars, unless otherwise noted) Restated") Restated(") Restated") Restated\") 
US$?) 

Operating results 
Net sales 3,476 5,490 4,377 3,598 3,067 2,348 
EBITDA SZ 809 607 als 608 384 
Operating profit 243 384 313 476 379 200 
Net earnings 89 141 140 262 186 53 
Weighted average number of common shares 

outstanding (millions) Cees 227.2 191.2 182.9 183.9 163.4 
Net earnings per common share 0.39 0.62 0.72 1.42 1.00 0.31 
Balance sheet data 
Total assets 4,335 6,847 OSs 4,235 4,005 3,981 
Net debt-to-total-capitalization (%)®) 49 49 55 of. 38 43 
Year-end book value per common share 6.98 11.02 | 10.51 9.75 9.39 8.56 
Cash flows 
Free cash flow 288 454 447 339 120 42 
Free cash flow per common share WI 2.00 2.34 1.85 0.65 0.26 
Value creation 
Return on common shareholders’ equity (ROE) (%) 6 6 | if 5 11 4 
Selling price index (%) 93 93 97 102 93 94 
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(1) The 1998 to 2001 comparative figures have been restated to reflect the effect of the adoption of the amended 
Canadian Institute of Chartered Accountants recommendations regarding foreign currency translation. 


(2) For the convenience of the reader, the 2002 “Highlights” have been translated into US dollars at the year-end rate of CAN$1.5796 = US$1.00. 
(3) Ratio of long-term debt and bank indebtedness (net of cash and cash equivalents) to total capitalization. 
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